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United States
General Accounting Office
Washington, D.C. 20548

Resources, Community, and
Economic Development Division

1T

September 23, 1992

The Honorable Philip R. Sharp
Chairman

Subcommittee on Energy and Power
Committee on Energy and Commerce
House of Representatives

Dear Mr. Chairman:

This letter responds to your request that we provide
additional information to supplement the cash flow
projection previously presented in our letter UEC Cash
Flow Projection (GAO/RCED-92-292R, Sept. 17, 1992) and
that we provide a figure for the present value of the net
operating income of the Uranium Enrichment Corporation
(UEC) as would be established by the version of H.R. 776
passed by the House. In addition, because the provisions
of H.R. 776 require certain payments to the U.S. Treasury,
we are providing the net present value of these projected
future payments.

In summary, we generated a cash flow projection similar to
the projection in our September 17, 1992, letter. We
extended the cash flow projection through 2011' and made
some other minor changes. We then computed the present
value of the revised projected net operating income to be
about $5.2 billion in 1993 dollars. We note, however,
that any estimate of earnings from uranium enrichment
operations, whether performed by the UEC or the Department
of Energy (DOE), is subject to major uncertainties because
of the inherent difficulty in determining the amount and
selling price of the enrichment services. Important
market developments that are presently unforeseen could
imply significant changes in the estimate. We used recent
DOE revenue and cost estimates, which are subject to these
uncertainties, for its uranium enrichment enterprise and
adjusted them to reflect the requirements that would be
established under H.R. 776.

'DOE had no projections beyond 2011.
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Using the cash flow projections through 2011, we also
computed the net present value of the UEC's projected
future payments to the U.S. Treasury under H.R. 776 to be
about $3.2 billion in 1993 dollars.? This estimate is
subject to the same uncertainties as the estimate of
projected earnings. In making this estimate, we again
used the recent DOE revenue and cost estimates;
furthermore, we also used the assumptions utilized by the
Timbers Corporation in its March 1992 financial analysis
of the UEC that would have been created by H.R. 776 as
reported by the House Committee on Energy and Commerce.
We adjusted some of the Timbers Corporation's assumptions
to reflect recent changes in H.R. 776 as passed by the
full House, and for other technical reasons.?

PR V. E DETERMINATION OF

PROJECTED NET OPERATING INCOME

To determine the present value of the projected net
operating income of the UEC, we started with DOE's most
recent estimated revenues and expenses associated with
uranium enrichment operations from 1993 through 2011. We
adjusted the DOE estimates to exclude a number of expenses
that would not be paid by the UEC as established under
H.R. 776. For example, costs related to the cleanup of-
DOE's gaseous diffusion plants, estimated at up to

$31.3 billion,® would be paid by the federal government
and domestic nuclear utilities under H.R. 776 and should
not be included in determining the value of future

’This includes the initial loan from the U.S. Treasury of
$364 million and the repayments of the loan to the U.S.
Treasury through 2011.

For a discussion of these adjustments see our letter UEC

Cash Flow Projection (GAO/RCED-92-292R, Sept. 17, 1992).

‘several studies requested by DOE estimated (1) the cost
for removing radioactive and hazardous materials and
decontaminating the gaseous.diffusion building, (2) the
remedial action costs for cleaning up the ground and water
surrounding the facilities, and (3) the costs of disposing
of depleted uranium. We concluded from these studies that
these costs could range from $15.6 billion to

$31.3 billion. These estimates are in constant 1992
dollars.

2 GAO/RCED-92-294R, UEC Net Present Value
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earnings of the UEC. 1In addition, payments to be made to
the Tennessee Valley Authority (TVA) under a past
interagency agreement remain liabilities of the federal
government and should also not be included. After these
adjustments, we then took the resulting net operating
income during the period from 1993 through 2011 and
discounted it using a 4-percent real interest rate; this
gave us a present value of about $5.2 billion. Enclosure
I contains a revised cash flow projection that reflects
these adjustments. The notes to enclosure I explain the
assumptions built into the cash flow projection and their
source.

However, any estimate of earnings from uranium enrichment
operations, whether performed by the UEC or DOE, is
subject to major uncertainties because of the inherent
difficulty of determining the amount and selling price of
the enrichment services. Because of time constraints, we
were unable to derive our own data or construct our own
model to predict future operating income of the UEC.
Rather, we used the figures that DOE officials
characterized as the "best estimate of future earnings and
costs,"”" and we did not fully evaluate the reasonableness
of the estimates. We note, however, important market
developments that are presently unforeseen could imply
significant changes in the estimate. For example, DOE's
earnings projections assume that there will be no market
impact from the commercial sale of blended-down highly
enriched uranium obtained from the disarmament of nuclear
weapons either in the United States or in the former
Soviet Union. Similarly, decisions yet to be made in the
current legislative process could have a significant
impact on the estimates. However, in the time available,
we were not able to conduct a sensitivity analysis to
determine the effect of these uncertainties on the DOE
model used to obtain these results.

D INATION OF NET PRESENT VALUE

OF UEC PAYMENTS TO THE TREASURY

H.R. 776 provides for the Treasury to lend the UEC

$364 million and refers to .this as the initial debt. 1In
addition to requiring the repayment of this debt, H.R. 776
also provides for UEC payments to the Treasury for (1) the
leasing of DOE's gaseous diffusion plants and related
properties; (2) royalties resulting from the use of the
commercial right to deploy and use any Atomic Vapor Laser

3 GAO/RCED~92-294R, UEC Net Present Value
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Isotope Separation (AVLIS) patents, processes, and
technical information owned or controlled by the federal
government; and (3) dividends in excess of operating costs
and working capital account requirements. On the basis of
our cash flow projections extended through 2011, we
computed a net present value of about $3.2 billion.

This estimate is subject to the same uncertainties as the
estimate of projected earnings. 1In making this estimate,
we again used the recent DOE revenue and cost estimates,
and we used the assumptions utilized by the Timbers
Corporation in its March 1992 financial analysis of the
UEC that would have been created by H.R. 776 as reported
by the House Committee on Energy and Commerce. We also
adjusted some of the Timbers Corporation's assumptions to
reflect recent changes in H.R. 776 as passed by the full
House and made a number of technical adjustments, such as
revising the cash flow projection to reflect not only UEC
funds paid to the Treasury but also the initial Treasury
loan to the UEC (the initial debt). Enclosure I contains
a revised cash flow projection that reflects these
changes. The notes to enclosure I explain the assumptions
built into the cash flow projection and their source.

- e e e e

We conducted our work in September 1992 in accordance with
generally accepted government auditing standards, except
as noted above. As requested, we did not obtain written
agency comments on the revised cash flow projection.

Unless you publicly announce its contents earlier, we plan
no further distribution of this letter until 30 days after
the date of this letter. At that time, we will send
copies to the appropriate congressional committees; the
Secretary of Energy; and the Director, Office of
Management and Budget. We will also make copies available
to others upon request.

We hope you and your staff find this information of
assistance in your work with the conference committee
considering -the -uranium enrichment operations
restructuring provisions of the energy policy bills passed

4 GAO/RCED-92-294R, UEC Net Present Value
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by the House and the Senate. If you have any questions,

please call me on (202)

275-1441 or Robert E. Allen, Jr.,

on (301) 903-3712. Ronald E. Stouffer and Michael S.
Sagalow were major contributors to this letter.

Sincerely yours,

Victor S. Reze¢nd
Director, Energ

Enclosure

d Science Issues

GAO/RCED-92-294R, UEC Net Present Value



ENCLOSURE | ENCLOSURE 1
GAO REVISIONS TO THE TIMBERS CORPORATION CASH FLOW PROJECTIONS FOR THE UEC* AS PROPOSED BY HR 776 EXTENDED THROUGH 2011
INCLUDING THE NET PRESENT VALUE OF PROJECTED NET OPERATING INCOME AND NET UEC FUNDS TO TREASURY
(Doltars is Cosstant 1993 Millions)
Fuscal Year
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
DOE'S® FINANCIAL PROJECTIONS
Gross revesues $1.4620 S1547.4 $1,565.5 $1,3558 $1.508.7 $1.5724 $1.5240 31,3842 $1.305.2 $1,2162 $1.345.7 $1.3653 $1.3303
Operating coss 13707 [GEY) 12676 1200 12000 12369 132 1998 11613 "4 1198 1 11835 uni
Net operatiag income 913 31340 32979 $1358 sy $335.5 stios S1844 $1439 $1043 1476 si820 $i58.2
Adjustments (304 paid by UEC)
TVA® paymests 1600 1600 (1] 00 00 00 00 00 00 00 00 1 (1]
Waste masagement 310 90 540 560 si0 4“0 500 410 490 430 2o 20 420
Corrective sctions 1350 1200 1270 1340 1310 1070 00 00 00 00 00 00 0o
DaD? fand o0 750 750 750 750 750 750 750 750 750 750 750 750
AVLIS® Rapf 1050 a0 as 00 oo a0 o0 00 00 00 oo 0o 00
Power cost adjustmest 770 tY 709 27 21 %3 u9 24 2%9 79 78 n4 420
Total adjestments $508.0 sa128 s2ms $287.7 $20.1 $2543 $1499 $148.4 $150.9 sus9 SH4s 7Y 550
Revised aet opetating income 35993 $5468 13 4215 $s008 35858 $360.7 B 52948 $5a7 2924 3M4 <;mi2
Precent vakne of revived net opesating income in
.21
UEC PAYMENT DEDUCTIONS
Lease payments - A nBi 774 n3 613 754 86 762 02 653 w3 613 s2e sit
Initiad debt %8 %8 %8 %8 %3 %38 %8 28 %8 %38 %8 %8 %8
AVLIS royalties 00 00 00 00 00 00 0o 00 00 00 00 155 155
AVLIS prodeployment 1223 123 123 1223 00 00 00 00 00 00 0o 00 a0
AVLIS debt service 00 00 00 Y 1093 1093 1093 1093 1093 1093 1093 1093 1093
Total deductions 2 $265 2274 $2169 $2115 $2147 s2122 $2053 $2013 $1969 $2033 $2043 $N26

GAMO/BCED-92-294R, URC Bat Preaasmt Valus



ENCLOSURE [

GAO REVISIONS TO THE TIMBERS CORPORATION CASH FLOW PROJECTIONS FOR THE UEC* AS PROPOSED BY HR 776 EXTENDED THROUGH 2011
INCLUDING THE NET PRESENT VALUE OF PROJECTED NET OPERATING INCOME AND NET UEC FUNDS TO TREASURY

(Doitars is Coastant 1993 Millices)

Fiscal Year Average
2006 2007 2008 2000 2010 2011 | 19932011
DOE'S FINANCIAL PROJECTIONS
Grom reveases $i3126 $1,3388 $1,336.6 $1.1518 $1.26.7 $1,0310 | $1.3620
Openating costs 1681 1919 11400 10592 10449 9694 | SLis43
Net operatiag income 1S $1436 3196 $926 31818 3516 (.t
Adjustincets (a0t paid by UEC)
TVA paymeats 00 00 (1] 00 090 00 $168
Waste masagement 420 «@o 20 20 20 @0 $45.1
Cagrective actions 00 00 (1] 00 00 [ 1) 297
DD fusd 750 750 750 750 750 750 7t
AVLIS RAD 00 00 00 00 (1] 00 $5.5
Power cost adjustment 00 00 00 00 00 00 L6
Total adjestments 170 $1170 sit7o $117.0 $17.0 31170 $1927
Revised net opesating lncome $HLS 2606 $136 296 298 iy B0
Presont value of revived net operating income
is $5.211.6 ]
UEC PAYMENT DEDUCTIONS
Lease paymeats - A 502 513 St4 21 89 %1 3616
Initial debt %3 %8 %38 %8 %8 %8 %8
AVLIS roysities 155 155 155 155 155 155 $6.5
AVLIS predeploymeat [ 1] 0.0 00 00 00 00 258
AVLIS debt service 1093 1093 109.3 1093 1093 109.3 3363
Total deductions $201.7 32023 2029 $193.6 $197.4 $is76 $206.9

FNCLOSURE |
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ENCLOSURE

ENCLOSURE |
GAO REVISIONS TO THE TIMBERS CORPORATION CASH FLOW PROJECTIONS FOR THE UEC® AS PROPOSED BY HR 776 EXTENDED THROUGH 2011
INCLUDING THE NET PRESENT VALUE OF PROJECTED NET OPERATING INOCOME AND NET UEC FUNDS TO TREASURY
{(Doltars is Cosstast 1993 Millioms)
Fiacal Year
1992 1993 1994 1995 1996 997 1998 1999 2000 2001 2002 2003 2004 205 l
Net income (after deductions) 371 $1203 33484 $206.6 $2913 $375.1 $348.5 $127.8 3935 3538 $39.1 s stos
Retained carninge 546 546 546 546 00 00 a0 00 [ 1] 00 00 (1] (.1
Lease payment - B ns 265.7 2 ¥ 1520 2913 3715.1 3485 1275 9as 538 ”.1 1221 106
Cumulative retained earnings 546 | 1093 1639 2185 2185 285 2185 2185 2185 a8 2185 2185 | nss
NET UEC FUNDS TO TREASURY
Lease Paymeat - A na ns n3 678 54 86 762 692 653 608 613 528 51t
Initial debt and repayment -364 p- 2] %8 %8 238 %8 %8 %8 2.8 268 %8 %8 %8 - 28
AVLIS royalties 00 e (1] 00 [ ] 00 00 [ 2] 00 00 o0 155 15.8
Lesse paymest - B s 2687 238 1520 273 3151 485 s 935 sas 91 121 106
Total pet UEC fasds 1o Trestury ($364.0) “24 33699 33989 2466 $19.5 4805 24514 2238 31858 1L 1831 =111 sime
Total cumulative ($364.0) $58.4 $428.2 3827.1 $1.073.6 $14732 $1,953.7 iz.aos.u $2628.7 $2814.2 $2,955.7 33,1388 $3.3559 $3.4599
Net preseat valve of net UEC fands 8 Tressery
n 83,1657
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ENCLOSURE | ENCLOSURE 1

GAO REVISIONS TO THE TIMBERS CORPORATION CASH FLOW PROJECTIONS FOR THE UEC® AS PROPOSED BY H.R 776 EXTENDED THROUGH 20i1
INCLUDING THE NET PRESENT VALUE OF PROJECTED NET OPERATING INCOME AND NET UEC FUNDS TO TREASURY
(Dotiars in Coastast 1993 Millions)
Fiscal Year Averape
2006 2007 2008 2009 2010 21 1993-2011
Net income (after deductions) 3598 $578 $i10.7 $160 $101.4 (390} SI635
Retsincd carmiags 00 00 00 00 90 90 siLs
Leate paymest - B 598 518 1107 160 74 00 $1520
Cumuiative retsined carnings 28s 2n8s 285 285 2158 2185
|
NET UEC FUNDS TO TREASURY
Lesse Payment - A 502 513 s514 421 459 36.1 $61.6
fuitial debt and repayment %38 %3 23 %8 238 %8 %8
AVLIS royaities 15.5 155 155 155 155 155 365
Leasse payment - B 593 578 1107 160 924 00 $1520
Total met UBC fusds 9o Tressury $1522 13513 I3 31003 31505 783 2144
Total cumaulative $36121 $3.7634 $3.9678 $4,068.1 42487 $4,3270
Net presest vaine of set UBC funds & Treasuzy i
$3.165.7
2Ursnium Enrichment Corporation.
SDepartment of Energy.
“Tennessee Valicy Authority.
4Decontamination and decommissioning.
€Atomic vapor laser otope separation p
{Research and development.
Note 1. Gross revenues, operating costs, and net operating income. Projections use DOE's Uranium Enrichment Enterprise financial projections dated August 13, 1992. Net operating income equals gross revenues less operating costs.
Noie 2. Adjustments. The following costs are included in DOE's operating costs, but because they are not the respoasibility of UEC, the costs are added back: TVA pay wasie ' corrective actions, D&D fund, and AVL.IS R&D costs.
Power cost adj pdate DOE's operating costs using the most current costs for power.
° GAO/RCED-92-294R, UBC Bet Praseat Valse



ENCLOSURE 1 ENCLOSURE |
Note 3. Debt repsyment. Annuat debt service (principsl and interest) for imitial debt of $364 million to be repaid over 20 years as established under H.R.776. GAO used a 4-percent real interest rate 10 determine the principal and interes! payments.

Note 4. Lease peymeats. This projection uses the Timbers Corporation sssumptions:

Lease pay A Sp of Gross R
Lease Pay B: A d pay which is variable each year equal to remaining cash flow sfier the UEC has established a ined ings level appropriate for its operations (i.e., net i less retained cammings cquals icase payment B).
Nolte 5. AVLIS royalties. This projection uses the Timbers analysis assumption that the UEC wilt a 3-million separative work unit (SWU) plant. The output of this facility will be sold at $100/SWU. This equals $300 million per year, with a 5-

percent roysity. AVLIS is assumed to be operational, starting in 2004. GAO escalated the $100/SWU 10 1993 coastast dollars by using a 3-percent inflation rate.
Note 6. AVLIS predeployment. This analysis uses the Timbers assumptions:
DOE's estimate of $638 million less the fiscal year 1992 appropriation of $163 million equals $475 million aliocated evenly over 4 years. GAO escalated Lhe $475 miltion 1o 1993 constant dollars using a 3-percent inflation rate.

Note 7. AVLIS debt service. This analysis uses the Timbers assumptions:

The corporation will build a 3-miition SWU plant for a capital cost of $1 billion amortized over 30 years at a risk-adjusted real i mte of 10 p AVLIS i d to start in 1997.
GAO cacalsted the AVLIS capital costs of $1 biflion 10 1993 dollars using 2 3-p inflation rate.

Note 8. Net income (after deductions). Net operating income less total deductions (except lesse payment B).
Note 9. Retained earnings. This analysis uscs the Timbers assumption:

An amount up 1o 2 times the debt service anticipated for AVLIS capital construction is required.

Note 10. Other DOE assumptions:

Two gascous diffusion plants (GDP) operate throughout the period.

No goverament purchases of enrichment services.

No market impact from the commercial sale of blended-down highly cariched uranium (HEU).

No increase in efficiencies as a result of operating the carichment enterprise under a corporation.

Note 11. Other assumptions:

No profit margin impact from AVLIS sales.

DOE estimated power costs are paid by the UEC.
No additional costs due 10 liability insurance.

10 GAD/RCED-92-294R, CEC Net Pressst Valwe





